This study investigates the impact of management quality on the operating performance of Canadian IPO's. Several dimensions of management quality are explored, including: the average tenure of management team members, the heterogeneity of tenures of team members, the size of the top management team, the number of outside directors, the educational and professional credentials of managers, the CEO dominance of the team, the past industry-specific experience of team members, and the presence of the founder in the management team. Operating performance is positively associated with the management team's tenure, size, and the team's inclusion of chartered accountants. Heterogeneous membership tenure, as well as the presence of dominant CEO's and MBAs on the top management team, are negatively related to performance. Some evidence of earnings management by managers in the sample is also observed. Finally, equity retention of directors and officers following the IPO has some explanatory power on the firm's value. JEL Code: G34
Introduction
The performance of initial public offerings (IPO's) has been the subject of an extensive scrutiny in the past two decades in the United States and in Canada. (see, e.g., Ritter, 1991; Jain and Kini, 1994; Loughran and Ritter, 1995; Kooli and Suret, 2004; Carpentier and Suret, 2006) . Several studies conclude that IPO firms underperform in the long-run.
Indeed, Kooli and Suret, (2004) find that the 5-year cumulative abnormal return (CAR) for Canadian IPOs issued during the period 1991-1998 ranges from -11.02% to -20.65%.
Various hypotheses have been advanced by researchers to explain this phenomenon including: a) Investor exuberance -The premise here is that over-optimism regarding future earnings for newly listed firms leads to irrationally high stock prices; b) Market timing: Managers time their stock offerings to coincide with superior (though unsustainable) performance (see, e.g., Loughran and Ritter, 1995) ; c) Earnings Management: Firms use accruals to artificially enhance short-term earnings in order to boost stock prices, (see, e.g., . 1 This paper focuses on the internal governance of the firm, reflected by the quality of the top management team, as a determinant of post-IPO performance. With the exception of Chemmanur and Paeglis (2005) , the role of the management team in explaining IPO underperformance has not received much attention in the literature to date. The authors identify several management quality variables that significantly affect post-IPO operating performance for US firms. They also demonstrate that level of underpricing, underwriting fees, the size of the offerings and the number of institutional investors involved in new issues are all related to management quality. 2 Whether these results are robust for IPO's in other countries remains an open question.
The purpose of this study is to provide new evidence on this score for a sample of Canadian IPOs. Following Chemmanur and Paeglis (2005) , management quality is defined and measured according to two dimensions; management team resources and management team structure. Four proxies are used to measure management team structure. First, we employ the average tenure of the team. Intuitively, greater average tenure should result in a better cohesion between team members, thus lowering costs of conflict. The dispersion of tenure amongst team members is also tested against performance; profitable new ideas and more entrepreneurial flexibility may be more likely to exist with a management team characterized by diverse levels of experience amongst its members. An alternative view is that tenure heterogeneity may be associated with less cohesive management teams, which could adversely affect performance. The third measure of team structure is the CEO dominance over other team members. A CEO who bears the responsibilities for the firm's performance and who dominates the decision making process may reduce stress for the other team members. However, a dominant CEO may stifle the initiatives of other senior managers, to the detriment of firm value. A final measure of the management team structure is the presence of the founder(s) on the management team. The presumption is that founders behave as stewards who identify closely with the organization, which will mitigate conflicts of interests between managers and shareholders (e.g. Kor (2003) and Wasserman (2006) ). This paper identifies several proxies for management quality that significantly affect the operating performance of IPOs in Canada. Operating performance is positively associated with the management team's tenure, size, and the team's inclusion of chartered accountants.
Heterogeneous membership tenure, as well as the presence of dominant CEO's and MBA's on the top management team are negatively related to performance. Some evidence of earnings management from managers in the sample is also observed. Finally, equity retention of directors and officers following the issue has some explanatory power on the firm's value.
The remainder of the paper is organized as follows. Section 2 presents the hypotheses to be tested. Section 3 describes the performance measures used in the analyses. Section 4 provides a description of the data. Results follow in Section 5. The study concludes with a summary in Section 6.
Theory and Hypotheses

Management Quality and Performance
The presence of the founder in the top management team should contribute to the ability of the team to seize new growth opportunities. The founder's experience should provide the foundation of management team competency. The founder is likely to have defined the original purpose of the firm and to be most attuned to identifying the opportunity set of the firm in its deployment of resources to their most efficient uses.
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The idea that founders have the capacity to allocate efficiently all resources within the company is critical. On the other hand, old time founders may become entrenched and less efficient. In this case, decisions of the management team may be at the expense of shareholders. Morck et al (1988) posit that the business quality of the founder is less valuable for older firms due to entrenchment effects. Firms conducting IPOs are usually young and small; 10.72 years on average in this sample. Hence, a positive relationship between the founders' presence on the management team is postulated.
Hypothesis 1:
The presence of founders in the management team is positively related to operating performance.
The base of expertise could be enhanced with a larger team, which would improve the quality of decision making (see, e.g., Cooper et al. (1994) and Feeser and Willard (1990) ) . 4 A larger team could provide a broad source of ideas, and relevant areas of expertise. Risk sharing among members could also enable the team to behave in a more entrepreneurial fashion to enhance shareholder value. Teams that are too large, however, may be faced with communication and coordination problems. Haleblian and Finkelstein (1993) find that large groups were more profitable in turbulent environments (computer industry) than in stable environments (natural gas distribution).
Hypothesis 2:
The size of the top-management team is positively related to operating performance.
Industry-specific experience enhances the team's knowledge of competitive conditions and specific technologies. It allows managers to position new products on the market and to anticipate the nature and the magnitude of potential challenges faced by new enterprises (see, e.g., Kor (2003) Cooper et al. (1994) ). Experienced managers are likely to have developed useful networks of relationships with suppliers, distributors and 4 Cooper et Al (1994) find that companies who started their operations as a team did better than firms with a single founder and that when examining the numbers of partners; larger did better than smaller teams. Feeser and Willard (1990) find that high growth firms had team sizes that were significantly larger than low growth firms.
customers. Industry experience may facilitate access to credit markets (see, e.g., Bruderl et al.( 1992) 5 and Lamont et al. (2001) ). In this research, the information on the exact period of employment for each manager in a specific industry is not always available.
Therefore, the number of past senior managerial positions is used as a proxy for experience.
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Hypothesis 3: Industry-specific experiences of the management team are positively related to operating performance.
The education level of the management should help the team to handle problems, to find original solutions and to succeed in fast-changing environments. Presumably, education is related to knowledge, ability, motivation and skills; all qualities required by teams to perform and to compete in strong competitive industries. Indeed, many studies conclude that the prior level of education is positively related to performance (see, e.g., Cooper et al. 1994) .
One proxy for educational qualifications is the possession of an MBA degree. The few studies written on the topic use surveys and are often subjective. For instance, Baruch and Leeming (2001) find that MBAs have strong personal esteem and judge themselves as being highly competent. However, graduates attribute only a moderate contribution from the MBA program to their high level of skills and knowledge.
Moreover, the provenance of the degree is likely to mitigate its value. Intuitively, the 5 Bruderl et al (1992) find that the previous and industry-specific experience of the founder has a strong influence on the survival chances of new organizations and that starting a business without previous experience in the industry significantly increases the mortality rates of new firms.
6 See e.g. Kor (2003) . This of course may be an imperfect proxy when a manager's turnover experience is high. For instance, 10 years of experience in the same company at the same position is considered less experience than 5 years in the industry but at 2 different positions. Hence, this methodology may valorise opportunistic managers who move from firm to firm in order to increase their personal benefits. Consequently, these managers might not be as loyal and committed to their business as other managers with longer tenures. quality of the manager will depend on the quality of the program and the more prestigious business schools should produce the best managers. Managers with a history of working may be more adept in collaborating and may focus on solving problems rather than on managing unproductive group issues.
Moreover, past shared work experiences can save valuable time in building coordination and trust amongst team members; positively affecting the firm's ability to grow.
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Consequently, management can appropriately match resources and capabilities with opportunities (see, e.g., Kor and Mahoney (2000) ). Moreover, the positive dynamic likely to emerge from managers working with the same group creates a particular value for the company which cannot simply be replicated by the sum of all individuals' contributions.
Finally, managers can experience difficulties in communicating efficiently and functioning productively because of goal conflicts that emerge in firms without familiarity between team members. Although long tenures and experience are usually viewed as positive since these bring a useful amount of knowledge on the company and the industry specific needs, they may also affect the firm's ability to react promptly to vital changes. Indeed, Eisenhardt and Schoonhoven (1990) find that older team are more likely to promote and maintain the status quo. Hence, in high changing environment industries, the adaptability of younger teams might benefit the company and increase performance.
Hypothesis 5:
The average tenure of the management team is positively related to operating performance.
In industries where changes are fundamental for growth and survival, it is essential to have mechanisms to limit the attraction of older and more experienced managers to the status quo. High team heterogeneity within the organization should promote the divergence of opinions during discussions, allowing firms to avoid costly mistakes and stimulate creativity and change. Moreover, diverse experience and tenure between team members combine the knowledge of experienced managers with the innovation, ideas and freshness of newcomers. Indeed, diversity and innovation give a considerable competitive advantage to new firms (see, e.g., Eisenhardt and Schoonhoven, (1990) ). Furthermore, Sorescu and Spanjol (2008) find that the capacity to innovate has a positive effect on stock returns and operating performance. 10 Alternatively, lower costs of conflicts in teams with a longer history of working together could partially offset the 10 Studying a sample of consumer packaged goods companies, Sorescu, A., Spanjol, J., (2008) find that innovation is associated with above-normal stock returns, normal profits and economic rents and that, on average, each breakthrough innovation in the sample is associated with an increase in firm value of $4.2 million.
benefits of heterogeneity. Indeed, it is advanced that better communication between top executives and greater levels of social interaction promote the ability to carry out changes in corporate strategy and to move a group rapidly toward decision implementation (see, e.g., Wiersema and Bantel (1992) ).
Hypothesis 6: Tenure heterogeneity of the management team is related to operating performance.
According to Fama and Jensen (1983) 
Firm Quality and Performance
In this research, additional variables such as; age, size and the composition of the board of directors are introduced in order to separate the effect of management quality from other aspects of firm quality. New firms face various difficulties in their early years.
According to the phenomenon called the "liabilities of the newness", elaborated by Stinchcombe (1965) , the lack of a track record with buyers and suppliers and the inefficiency to quickly adjust to new roles and working relationships are the primary reasons for the high propensity of new organizations to fail (see, e.g., Cooper et al. (1994) financial constraints negatively affect firm value and that financially constrained firms earn lower stock returns than unconstrained firms. The slower the learning process, the higher the probability that the new business will not survive (see, e.g., Bruderl et al. (1992) ). Finally, Kim et al (2004) find that older firms seem to enjoy higher levels of operating performance than younger firms after going public. Consequently, since age is likely to be a significant determinant in the success of firms conducting an IPO, it is a good indicator of firm quality and should have a significant impact on operating performance.
In situations of low volume of sales, high initial operating costs and aggressive pricing strategies needed to position their firms in their respective industries, younger and smaller firms can report lower performance. Indeed, in addition to age, size is also positively related to pre and post-IPO performances (see, e.g., Mikkelson et al. (1997) ).
Large firms enjoy economies to scale in accessing capital markets which contributes to higher growth and survival rates (see, e.g., Cooper et al. (1994) ). Small, young and unknown firms also face greater liquidity and higher costs of capital than mature firms.
Hence, since banks and other capital providers cannot observe the true quality of small and young firms at the beginning of their lives, greater capital constraints will be imposed; restraining their capacity to invest in profitable projects and to grow (see, e.g., Brito and Mello(1995) ).
The board of directors has the responsibility to monitor and to ensure that management acts in the best interests of shareholders. However, managers may sometimes make decisions at the expense of shareholders. For instance, management could grow the company above its optimal size in order to increase their salaries or guarantee their employment. Hence the independency of the board is one of the mechanisms implemented to insure that managers will promote shareholders' interests.
The appointment of outside directors on the board is indeed well seen by investors as a means to monitor management and to protect shareholders' interests. 12 Since the responsibilities of the board are to hire, fire, establish top managers' compensation and monitor important decisions, the size and the independency of its composition is a good indicator of firm quality (see, e.g., Fama and Jensen (1983) ). However, due to the lack of information available to apply a proper surveillance and the asymmetric information between outside and inside directors, it is difficult to exercise efficient control over strategic decisions. Indeed, Mikkelson et al (1997) find no relationship between the composition of the board of directors and the performance of IPO firms. Finally, because of coordination and communication problems in large boards of directors, a negative correlation between board size and profitability has already been observed for small firms (see, e.g., Eisenberg et al. (1997) ).
Measures of performance
Accounting returns are sometimes criticized by economists for treating research and development (R&D) and advertising expenditures as expenses rather than investments. As a result, current expenses are likely to be overstated and assets understated in firms spending massively on the promotion and development of new products. However, firms that do not invest adequately in R&D and other vital expenses may face unsustainable growth and profits when compared to their competitors (see, e.g., Brush et al. (2000) ). Furthermore, earnings can be managed in such a way that reported profits are affected when no real performance has actually changed. These examples of earnings management are likely to occur whenever companies are looking for additional funding since, by taking aggressive positive accruals, firms can instantly report earnings in excess of cash flows. For instance, revenues could be recorded for goods shipped on credit even though substantial risk of default remains. This type of manipulation is legal since it is usually aimed at better representing the financial situation of the company.
However, it must be seriously considered by investors since it can impact results and lead to biased estimations of actual performance.
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Moreover, to avoid suspicion and potential lawsuits from investors, find that issuers that manage pre-IPO earnings are also likely to manipulate post-IPO earnings. Besides, management is often constrained from selling shares for a period of 180 days or more after the issue. Consequently, it has the advantage of boosting earnings after the IPO to maintain a high stock price until the lock up period ends.
Therefore, accounting reversals are likely to occur during the period after the first financial year following the issue; when managers are free of their shares and less susceptible to face potential lawsuits.
Consequently, if firms time the market and use accruals to boost the price of issuing shares, a negative correlation between IPO offer prices (PRICE) and operating performance after new issues is expected. To avoid any correlation between size, age and industry, residuals from the regression of (PRICE) on size, age and industry dummies is used (XPRICE). Therefore, an unusually high price relative to its size, age and the industry in which a company operates may be an indicator of the presence of earnings manipulation by management.
It is critical to control for earnings manipulation because even though managers are good and have all the qualities required to run a company successfully; if they manage the earnings and accruals are reversed afterwards, poor performance is likely to occur no matter who runs the company. Although ROA has been criticized for its lack of economic sense, it is still a good measure of the efficiency of asset utilization (see, e.g., Jain and Kini (1994) ) and is used as a proxy for post-IPO performance. Here, ROA is taken one year after the IPO year at December 31 st14 .
Stock Ownership and Firm Value
Agency problems are more likely to occur in enterprises where managers are not the principal claimants to the benefits and do not directly benefit financially from their decisions. Thus, if not monitored, management may act in its own interests and not for the benefit of shareholders (see, e.g., Fama and Jensen, 1983) . Moreover, as its stock ownership increases, managerial interests become more aligned with shareholders interests, (see, e.g., Jensen and Meckling, 1976) 15 . The level of ownership held by managers on performance for IPO firms has been tested in several studies to date (see, e.g., Chen et al (1993) , Jain and Kini (1994) , Mikkelson et al (1997) , and Kim et al.
(2004)). Brush et al (1999) find that owner-managed firms use free cash flow to grow faster than firms without free cash flow and exhibit faster sales growth and better performance. Furthermore, having top management with high stock ownership may be an incentive to seek out profitable projects and growth opportunities leading to positive shareholder returns 16 . Furthermore, Morck et al. (1988) find evidence of a nonmonotonic relationship between management ownership and market valuation. At low levels of stock ownership, 0 to 5%, and high, over 25%, the alignment of interests hypothesis states that managers will act in the best interests of shareholders and thus increase firm value. However, at the intermediate level, between 5% and 25%, the entrenchment of management seems to dominate the alignment of interests. The voting power and the control over the board of directors, at high levels of ownership, make managers feel free of corporate control and thus, engage the company in non-valuemaximizing objectives; promoting sales growth beyond the optimal level, building empires for personal prestige or increasing employee welfare. Consequently, managers feeling untouchable and imputable by outside shareholders may not act in the best interests of shareholders and thereby decrease firm value. Jain and Kini (1994) and Kim et al.( 2004) report a significant decline of operating performance has been observed in the period following the IPO.. Moreover, investors seem to systematically base profit expectations on unsustainable and biased levels of earnings growth. Interestingly, firms with management that own high levels of equity exhibit superior ROA and sales growth relative to other firms with low levels.
Alternatively, Jain and Kini (1994) suggested that the subsequent decline in performance might be explained by the dilution of ownership interests following the issue of new shares. Principal/agent problems increase which result in higher agency costs (see, e.g., Jensen and Meckling (1976) We use Tobin's Q as proxy for firm value, as in Morck et al (1988) based on the Chung and Pruitt (1994) approximation, using the sum of the market value of equity plus the book value of total debt divided by the book value of total assets.
17 Morck et al (1988) use R&D and advertising expenditures as control variables to proxy for intangible assets. These items are considered expenses instead of investments in financial statements but are primordial for the long-run good performance of businesses. Indeed, companies eventually profit from these investments by the development of new products and by increased revenues from advertising and marketing. Consequently, firms investing intensively in these two categories are likely to have high Tobin Q ratios because of undervalued assets. Furthermore, as stock prices are conditioned on earnings expectations, market capitalizations for firms with great future potential should be high relative to the value of tangible assets. Intangible assets may also take the form of patents or human capital proper to specific industries. For instance, firms in the technology sector usually exhibit high Q ratios due to large R&D and capital expenditures needed to develop new products. Likewise, lower Q ratios will characterize firms in industries with important physical assets (see, e.g., Lindenberg and Ross (1981) ).
Since the information on R&D and advertising expenses are unavailable for these firms, age, firm size and 1-digit industry dummies are used as control variables in the models. The industry dummy is important because high growth firms tend to have high Tobin's Q ratios. Eisenhardt and Schoonhoven (1990) find that founding a business in a growth-stage market is positively associated with growth among new firms. Hence, it is essential to control for the industry effect in order to isolate the management ownership influence on firm value. Indeed, the development of market shares is particularly difficult for young firms in more mature markets where established competitors already operate, (see, e.g., Cooper et al. (1994) ) 18 Low start-up barriers in these sectors may cause important competitive pressures on new firms and considerably affect their ability to grow. Finally, tough competition that pushes firms to cut prices and the resulting low profit margins hurt new and small size firms with low financial capacities. Indeed, small firms have more difficulty to resist and to survive from price wars since they do not have the same sufficient financial resources to compete in such aggressive environments (see, e.g., Brito and Mello (1995) ).
Finally, we also include a dummy variable to account for possible effects of Sarbanes-Oxley (SOX) (see, e.g., Switzer, 2007) . The dummy variable is set equal to one for observations subsequent to 2002 and to zero otherwise.
Data collection
When studying the influence of management quality on operating performance, it is important to consider that changes within the management team through the years are Several studies show that income trusts and real estate income trusts (REIT) exhibit positive abnormal performance (see, e.g., Jog and Wang (2004) and Kryzanowski and Tcherednitchenko (2007)). 24 While income trusts were advantaged by the legislation in Canada, companies issuing flow-though shares renounce certain deductions or credits that would otherwise only be available for the company at the benefit of shareholders.
These deductions are "flowed through" to investors as if they had been directly involved 22 Carpentier and Suret (2006) find that these firms exhibit poor operating performances, have strong negative stock returns and are usually low-quality firms. They conclude that the CPC program mostly permits poor companies to enter into the stock market. in the company's operations. Although no study has specifically studied the abnormal performances of flow-through share offerings yet, by the fact that these companies renounce potential deductions, operating performances are likely to be lower. Hence, these firms cannot be tested in the same way as IPO firms with full access to available deductions and credits.
Finally, carve-out IPOs are excluded from this study to prevent any potential influence of the parent firm's management in the business activities of the company. In the case of a carve-out, the parent usually sells a minority share of the "child" company while retaining the rest of the ownership. However, the partially sold enterprise may still benefit from the parent company's resources and strategic support after the IPO. Thus, the parent's management quality would not be captured in this study while its potential influence on the IPO firm would appear in the data. For this reason, all firms resulting from a carve-out issue are excluded.
Measures of management quality
In this section, the different variables used as proxy for the management and the firm's quality in addition to the control variables used in the different models are described. The first concern of this research is to measure the impact on operating performance of the founder's presence (FOUND) in the management team. FOUND is calculated as the percentage of members qualified as founders and the information is available in the IPO prospectus. The manager is considered as a founder when he is described as such or as the promoter in the sense that he took personal responsibility to create the organisation. Knowing the original purpose of the firm, the founder is expected to better understand and to have the ability to allocate resources within the company more effectively; leading the organization to high operating performance and firm value.
Secondly, it is interesting to examine the contribution of managers specificindustry past experiences (EXP) on operating performance. EXP is defined as the average number of past managerial employment in companies with the same 2-digit SIC code of the firm studied. In each previous position in a specific industry, it is assumed that managers accumulate knowledge about the resources required, the optimal strategy to follow and the strengths and weaknesses of the existing players. Moreover, they should have developed through the years networks with clients and customers of significant value for small and young businesses. Finally, past experiences of the management team should help to avoid costly mistakes and bad decisions mostly expected by inexperienced managers.
Another important measure of management quality is the tenure (TENURE) of its managers in the company. In this study, TENURE is defined as the average tenure of the management team from the beginning of the employment date in the company to the IPO issue. A longer average tenure is likely to improve decision and communication processes within the firm and to decrease costs of unproductive conflicts. Besides, managers with long tenure in a company should have a good knowledge of the business and should be better able to operate it efficiently than new managers without experience.
They know how to act with employees, suppliers and clients and this ability to socially interact with all these participants should accelerate processes, lower expenses and ultimately, increases operating performances. However, in order to remove any possible correlation between firm age and tenure, residuals from the regression of TENURE on the natural logarithm of firm age are used, (XTENURE).
While longer tenure is usually viewed as a good thing, the constitution of the management team may also potentially affect the performance of the organization.
Contrasting views have been advanced concerning the benefit of management heterogeneity on businesses. Here, the heterogeneity of tenure (TENHET) is measured as the coefficient of variation of managers' tenure. Higher heterogeneity of tenure should encourage constructive conflicts and promote new ideas. However, it may also cause communication and social interaction problems between managers which decrease performance (see, e.g., Murray (1989) ). Therefore, the direction of the expected impact (positive or negative) of this characteristic on operating performance is uncertain.
In this research, the influence of the size of the top management team (TSIZE) on performance is also investigated. TSIZE is defined as the number of managers with the rank of vice-president or higher in the management team. In order to avoid any correlation between firm size and top management size, (TSIZE) is regressed against the book value of assets (BVA), the logarithm of the book value of assets (LNBVA) and the squared book value of assets (BVA2) and industry dummies. Then, residuals are used to proxy for the size of the top-management team (XTSIZE). Industry dummies are necessary to control for variations of management teams across industries. Indeed, some industries tend to require larger teams than others (see, e.g., Chemmanur and Paeglis (2005) ). Larger teams are expected to provide ideas, to bring psychological support in tough times and thus should better be able to avoid damaging mistakes. Consequently,
IPOs with larger management teams should produce higher operating performances in the years following the issue.
Management team resources, especially human capital, are essential for the growth and prosperity of any enterprise. In addition to work experience, the education of managers is investigated in this study. (PMBA) and (PCA) are measured as the percentage of the firm management holding an MBA degree and the percentage holding and accounting title; CA, CPA, CMA or CGA. As stated by business schools, managers holding an MBA have managerial skills and chartered accountant analysis skills and competencies to make optimal decisions when facing new challenges. All these claimed qualities should create profitable businesses for investors and above average performances are expected. In the best knowledge of the authors, this is the first study that attempts to measure the contribution of MBA and accounting title holders on the performance of non-financial Canadian companies. Therefore, it adds to the previous literature about the pertinence of following such programs for undergraduate students and for businesses wishing to hire the best managers.
The last measure of management quality is the dominance of the CEO over the other team members (FCEO). It is calculated as the salary of the CEO, base salary, bonuses and other annual compensations, on the average compensation of the management team. When the information concerning the salary of the management team is not given for every member, $100 000 is assumed to be earned since it is the maximum salary allowed to be received by an executive without any requirement of disclosure in the prospectus. Therefore, the degree of CEO dominance is possibly stronger if undisclosed executive salaries are lower than $100 000. Having a substantial influence over their own and team's salary, the CEO assessment of his value compared to others is a good measure of CEO dominance (see, e.g., Chemmanur and Paeglis (2005) Fama and Jensen (1983) , the degree of CEO dominance is expected to be negatively related to the operating performance of IPO firms.
In order to control for other types of "quality" in the company and following Chemmanur and Paeglis (2005) , supplementary measures of firm quality are added in the regressions. The first measure of firm quality is age and is measured as the natural logarithm of 1 plus firm age (FAGE). Age is defined as the period from the incorporation to the IPO issue date. When there is a large discrepancy between the incorporation and the date the firm has actually started its operations, the beginning of operations date is assumed (see, e.g., Morck et al. (1988) ). Age is a good measure of firm quality because it shows that the older is the firm, the better is its track record with buyers and suppliers and the greater are the number of challenges and obstacles that have been surmounted in the past. Moreover, older firms are likely to be in more stable financial and operating stages than younger companies (see, e.g., Brito and Mello 1995) .
Another measure of firm quality is the number of outside directors on the board (ODIR). Outside directors are defined as the number of independent directors that are not employed by the company and are not executive managers. The natural logarithm of ODIR is used in regressions (LNODIR). Larger independent boards of directors are presumed to exercise better surveillance on management and thus assure shareholders that firm assets are use efficiently. In addition, it provides the management team with additional knowledge and experience on industries and how to manage a business.
Moreover, their potential involvement in other companies or boards of directors can help to create networks and to bring additional linkages to other parties such as clients and suppliers. Hence, the number of outside directors is used in the study to control for firm quality (see, e.g., Chemmanur and Paeglis (2005) ). However, in the previous literature, little or no evidence has been found concerning the positive effect of board size on operating performance (see, e.g., Brush et al. (1999) and Mikkelson et al. (1997) ). As mentioned above, the lack of pertinent information makes it difficult for outside directors to exert proper surveillance on management.
The last measure of firm quality is the size of the firm and is defined by the size of total assets. Given the possibility of a nonlinear relationship between firm size and operating performance, the following three variables are used; the book value of assets (BVA), the logarithm of the book value of assets (LNBVA) and the squared book value of assets (BVA2) (see, e.g., Chemmanur and Paeglis (2005) ). These coefficients are expected to be positive since larger firms are likely to be of higher quality.
To capture the potential impact of earnings management on post-IPO performance, the offer price (PRICE) is included in the models. However, since it is likely to be correlated with the size of the assets, the age and the industry, the residuals from the regression of the offer price on LNBVA, AGE and industry dummies are also tested, (XPRICE). Besides good performance, abnormally high prices may results from market timing or earnings management. However, in the case of earnings management and the use of accruals by managers, the operating performance of firms using such methods is likely to be worse after the IPO than what it should be without manipulation.
Indeed, accruals used to boost earnings have to be reversed sometime or another because they are generally not a permanent item on the balance sheet. For instance, a manager can record a cash expense of $100 000 from a marketing campaign in the IPO year and report it as deferred assets. However, these "assets" have to be amortized over time. Therefore, it results in inflated earnings in the IPO years and a poorer operating performance will follow subsequently. As stated by , to avoid eventual lawsuits by investors or simply to keep the price of their shares up till the lockup period ends, firms using earnings management are likely to reverse positive accruals after the first financial year following the IPO. Since the inflated operating performance of firms using aggressive accruals in the IPO year is unsustainable; such firms are expected to have low operating performances in the years following the IPO when accruals reverse.
Finally, the effect of stock ownership of all executives and directors on firm value is also examined. Stock ownership (OWN) is measured as the percentage of the equity held or controlled by all directors and officers after the issue on a fully-diluted basis.
Moreover, it is assumed that, when present, over allotment options are not exercised (see, e.g., Jain and Kini, 1994) . Following Morck et al (1988) , the alignment of interest is expected to dominate at low and high levels and the entrenchment of management is assumed to prevail at intermediate levels.
The following variables are used to estimate the piecewise linear regressions in relation with Morck et al (1988) 
Results and discussion
Results from both regressions show a nonlinear relationship between the stock ownership held by directors and officers and firm value. The relationship is statistically significant at low levels, between 0% and 5% and in line with the alignment of interests hypothesis. Therefore, when managers own only a small fraction of the equity, market discipline forces them toward value maximization. For intermediate levels, between 5%
and 25%, the relationship is negative and it seems that the entrenchment hypothesis dominates the alignment of interests hypothesis. Hence, when managers control a substantial fraction of the equity, they may have enough voting power or influence to guarantee their jobs in the company and feel protected against market discipline.
Consequently, management will act for its own benefit rather than in the best interests of shareholders. These findings are similar to Morck et al (1988) except that they also find a positive relationship for levels of ownership over 25%. Although a positive relationship for levels above 25% is observed in this study, results are not statistically significant.
According to Fama and Jensen (1983) , an organisation in which its managers own more than 50% of the equity may have a hard time to survive. The lack of control over decisions is at the source of their theory. In the sample of Morck et al (1988) , only 3.77% of the firms have over 50% of their equity held by directors and officers. In the research, 23.15% of the firms in the sample have 50% or more of the ownership held by directors or officers. Therefore, if the ownership effect on firm value is mitigated at levels between 25% and 100%, it may explain why the results are insignificant at that particular level. It is also possible that larger firms have more diffused ownership. Consequently, it becomes more difficult for outside shareholders to exert control over large firms with many shareholders (see, e.g., Kim et al.( 2004) ). The sample studied in this research is based on IPO firms of relatively small size; an average of 180 $million in total assets. On the other hand, Morck et al (1988) study companies from the Fortune 500 listing. Knowing that firms listed on the Fortune 500 are the biggest US public companies based on gross revenues, they are certainly much larger than the sample of Canadian IPOs. It is also possible that riskier firms need higher levels of equity owned by managers to ensure shareholders that their interests are in line with the management team. Indeed, since the benefit of promoting managerial interests is less variable than value-maximizing objectives for managers in risky firms, these managers may prefer the sure thing rather than the unsure future gains from their stock ownerships. As a result, it may take more ownership for small corporations to align their interests with shareholders. However, different cut-off points have been tried in the study but results remained insignificant at the high level. Finally, the different control variables used to proxy for intangible assets and the simplified equation for the Tobin's Q ratio can also explain the lack of significance at levels above 25%.
Both control variables, AGE and LNBVA are statistically significant at 10% and 1% respectively and have negative coefficients. Therefore, it indicates that younger and smaller firms exhibit higher Tobin's Q ratios. Intuitively, these firms would have a larger portion of their market capitalizations in expectations of future profits rather than in actual assets. Younger firms may also have a larger portion of their values in intangible assets such R&D and human capital. As a result, assets are undervalued which produces high Tobin's Q ratios. Finally, the Sarbanes-Oxley dummy variable proxy for higher corporate governance practices turns out to be insignificant. The high correlation with the year dummy variables may explain this lack of significance. Table 5 displays the principal results from the regressions of firm and management quality on operating performance. First of all, the proxy for earnings management is statistically significant at 1% for all three regressions. To avoid any correlation between price, age, size and industry, residuals (XPRICE) from the regression of price on firm age, LNBVA, and industry dummies are also used and tested. Results
show that XPRICE coefficients are negatively related to operating performance in the two regressions. These results suggest that some IPO firms do manipulate earnings in order to boost the offer price above the industry level. Eventually, the market has to realize the firm's true value when accruals are reversed; which could explains the poor stock price performance of IPO firms observed in many studies. Hence, investors have to be aware that unusually good operating performance relative to the size, the age and the industry may be signs of earnings manipulation and should carefully examine the accrual section of the financial report.
As predicted, FAGE is positively related to firm performance in all regressions and is significant at the 1% level. Hence, it indicates that older firms perform better than their younger counterparts. Abilities acquired through the years to operate in the industry, establish networks with customers and suppliers or having better access to financial credit are all credible reasons evoked in previous studies to explain this better performance. In fact, Kim et al (2004) find that older firms suffer as much as younger firms after going public but still enjoy better performance levels afterwards. The size variable is also significant in all regressions and suggests that larger firms exhibit better performance than smaller firms. The capacity of larger firms to hold on during rough periods, economies of scales and the capacity to raise funds are all plausible explanations for this better performance. Hence, age and size are good proxies for firm quality as it has previously been found by other studies on IPO companies.
The last control variable used as proxy for firm quality, LNODIR, turns out to be significantly negatively related to performance in two regressions. The conclusion of Mikkelson et al (1997) that the lack of information available to do proper surveillance and the fact that outside directors obviously know less than inside directors making it difficult to exercise effective control over strategic decisions may be a partial explanation for these results. The other part of the answer may come from the idea that the size of large boards could produce unproductive conflicts that are likely to slow down the decision process instead of accelerate it. Therefore, the divergence of opinions inside the board may lead to excessive delays in the execution process and harm the company. It has also been advanced that communication and coordination problems in large boards are responsible for the negative relationship between board size and performance (see, e.g., Eisenberg et al. 1997) . Finally, Agrawal and Chadha (2005) study the probability of a company to restate its earnings as a proxy for a sign of weak internal controls and accounting problems. They examine certain corporate governance mechanisms such as the independence of the board of directors and find that it is statistically unrelated to the probability of a company to restate its earnings.
The first measure of management quality, XTENURE, is positive in all regressions and indicates that firms with top managers with a past history of working together performed better than their counterparts.
Surprisingly, the average number of past managerial employment of managers in the same industry (EXP) is negatively related to operating performance. The experience of the industry should bring special knowledge and valuable networks for enterprises.
However, if a manager has held many previous employment positions, it may be a signal of adverse performance on average.
As expected, the size of the top management team (XTSIZE) is positively related to operating performance. In line with Fama and Jensen (1983) , teams with dominant
CEOs should suffer in terms of competition for survival. In this study, the FCEO coefficient is found to be negatively related to the operating performance in two The percentage of MBAs holders in the management team does not seem to enhance operating performance. This result is consistent with Baruch and Peiperl (2000) and Switzer and Huang (2007) who find that portfolio managers with MBA designations actually underperformed other managers on a fund risk-adjusted returns basis.
The coefficient of variation of the percentage of chartered accountants in the firm is also statistically significant at the 10% level. As opposed to MBAs, the coefficient is positive and shows that having more chartered accountants in the management team improves the operating performance of IPO companies. Therefore, affirmations from the Although the difference is not very large, if managers with an MBA degree do not perform better than the others, why allocate higher salaries?
The last variable tested, FOUND, is insignificant in all regressions. Therefore, while some may argue that founders know the original purpose of their business and therefore allocate resources more efficiently, the results are inconclusive. As a possible explanation, Kor (2003) argues that a conflicting effect occurs when founders operate in an environment where managers have high levels of past industry experience. In such circumstances, the team becomes less effective in creating new opportunities because it over-emphasizes actual industry practices. In order to control for possible differences in operating performance between industries, management quality variables are tested against industry adjusted-ROA. The results are found to be robust. 25 We also test the relationship between management quality and firm's value. As expected, small and younger firms have higher Tobin's Q values. However, none of the other variables are significant. It seems that when management quality has predictive power on operating performance, it is not reflected in firm's value.
As a final robustness test, we also perform Hausman (1978) tests for potential endogeneity of variables in the model that could bias the regression results. As is shown in Table 7 endogeneity between the management quality variables and operating performance is not observed.
25 Adjusted-ROA is defined as the firm's ROA minus the median ROA of its industry.
Conclusion
The quality of management is essential to the development and financial health of every business. While financial information is broadly available for publicly-traded companies, the data on IPO firms are sometimes limited. In order to make the best investments, all pieces of information have to be considered. In this research, the relationship between several aspects of the management team such as tenure, heterogeneity of tenure, size of the top management team, the experience in the specific industry, CEO dominance, the presence of MBAs and chartered accountants designations holders, and, finally, the presence of the original founders on the operating performance for Canadian IPO companies that went public during the period from 1997 to 2006 have been examined. Results suggest that some differences in performance may be attributed to differences in the characteristics of the management team. Tenure of the management team, size of the top management team and the presence of chartered accountants increase the operating performance while heterogeneity of tenure, CEO dominance and MBAs have a negative effect. As expected, larger and older firms exhibit a better operating performance than their smaller and younger counterparts. Moreover, evidence of earnings management is observed in the sample. Indeed, some firms seem to use accruals in order to boost the IPO price and exhibit poor operating performances in the year after the issue. In this study, the effect of common stock ownership held by directors and officers on firm value is also investigated. Consistent with Morck et al (1988) a non monotonic relationship is found: a positive relationship is observed at low and high levels of ownership, although not significant at levels over 25%, and a negative relationship is found for levels between 5% and 25%. The sample consists of 95 initial public offerings between 1997 and 2006. PRICE is the firm's offer price. XPRICE is the residuals from the regression of the offer price on firm's age, LNBVA and industry dummies, where LNBVA is the natural log of the book value of firm's assets. BVA is the book value of assets (in $million) and BVA2 is BVA squared. FAGE is the natural log of one plus firm age, where firm age is the number of years between the incorporation date or the start of operations (which ever is earlier) and the IPO issue. TENURE is the average number of years managers have been working for the issuing company. XTENURE is the residuals from the regression of TENURE on firm's age. TEHNET is the coefficient of variation of the team members' tenures. ODIR is the number of outside directors that are not executive officiers or employed by the company. LNODIR is the natural log of ODIR. TSIZE is the size of the management team which is defined as the number of managers with the rank of vice-president or higher. XTSIZE are residuals from a regression of TSIZE on LNBVA, BVA, BVA2 and industry dummies. PMBA is the percentage of the firm's management team with MBA degrees. PCA is the percentage of the firm's management team with chartered accountant title; CA, CMA or CGA. EXP is the average number of previous managerial employments in the same 2-digit SIC code industry of the team's managers. FOUND is the percentage of the firm's management team who are founders of the firm. FCEO is the ratio of CEO salary, bonus and other compensations excluding stocks and options in the fiscal year preceding IPO to the average salary, bonus and other compensations of the other management team members. OWN is the percentage ownership owned by all directors and officers of the IPO firm on a fully dilituted basis and excluding over allotment options. ROA is the ROA of the year after the first fiscal year after the IPO. Tobin's is the market value of common shares plus the liquidation value of preferred shares plus the book value of total debt, divided by the book value of total assets at the december 31th of the IPO year. LNQ is the natural log of Tobin's Q. b *, **, *** indicate significance at the 1%, 5%, 10% levels, respectively. c Adjusted ROA is defined as the firm's ROA minus the median ROA of its industry.
d Adjusted Tobin's Q is defined as the firm's Tobin's Q minus the median Tobin's Q of its industry ADROA = B1 + B2*XPrice + B3*FAGE + B4*BVA + B5*BVA2 + B6*LNBVA + B7*LNODIR + B8*XTENURE + B9*TENHET + B10*EXP+ B11*XTSIZE + B12*FCEO + B13*PMBA + B14*PCA + B15*FOUND + B12*YEAR + 4 ADTOBINQ = B1 + B2*FAGE + B3LNBVA + B4*LNODIR + B5*XTENURE + B6*TENHET + B7*EXP+ B8*XTSIZE + B9*FCEO + B10*PMBA + B11*PCA + B12*FOUND + B13*YEAR + 5 Table 5 provides Ordinary least squares estimates of the quality of the management and performance of the 
ROA
